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October 3, 2010 

 
JAPAN 
 
I have been working on which previous commentary to reprint, so as to illustrate 
how the markets are behaving in the context of expectations. It is wise to re-
read the entire Japan section of the September 5, 2010 report as an addition to, 
and as the basis for, its continuation here.  
 
The Nikkei’s daily 1-year chart follows on the next page and, though it is not 
annotated here, one can see an “a-b-c flat”, which began in July and just 
concluded, in my view. 
 
With wave-c of 4 concluded, the market is free to commence its final decline 
into yearend. I identified secular lows in the past only to be proven wrong, but 
only after Nikkei rallies of 50% - 220% gains. In reality, I had identified cyclical 
lows, as opposed to the secular one. For entries and exits it made no difference. 
 
So, now, we may see the Nikkei make a new low, or a higher shoulder at 9000. 
 
“Bottom Line:  
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Either as outperformance or as absolute returns, as the case may be: 
Up for Japanese equities, down for Yen and long term bonds.”  
 
The daily 1-year Nikkei chart follows at the top of the next page, 
preceding the Kospi-200 graph. 
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KOREA

 
 
My technical comment on the chart immediately above is that any decline from 
here leaves a negative divergence in place, with the first support level to speak 
of being 230 on the Kospi-200. The pursuant visible support area is around the 
200-day moving average at 220. 

 
DOW JONES 
 
September 5, 2010: 
“In considering the very worst-case scenario for bears, the limit would 
be Dow 11,000, at which the market would become a 200% short!” 
 
Well, since then SKGS went 200% short, because the foolishness was killing me. 
The standard fare for a wave-2 peak is the accompaniment of new highs in 
bullishness. So, today, investors again believe that the rules don’t apply and that 
money-printing has created a new paradigm.  
 
They believe that “other problems” can be dealt with later. Housing, long term 
consumer confidence trends, financial and other institutional ailments, etc, etc. 
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Yes, the insanity has returned…at the double-top, traditional abode for new 
highs in bullishness. Fooled them once, shame on Wall Street and Washington. 
Fool them twice, they’re just stupid. Negative daily stochastic divergence below. 
 

 
 
A 2-month decline has been followed by a 3-month rally, which is typical in bear 
markets, as are more up-days than down ones. In this case, waves-c and a are 
equal; the countertrend Wave-2 rally’s wave-a began around 9700, and 
wave-c from 10,000, to this technically divergent peak just under 11,000. 

 
VIX 
 
September 5, 2010 
“When the June and August lows are connected, there appears to be a 
pennant from which volatility could break out; the downtrend line of 
the pennant derives from the May, July and August tops. 
 
“Still, given the theme of this report, and within its context, 
considering further that the present VIX trade was purchased at it 
lows, in order to reduce net short exposure to the market for strategic 
reasons, liquidate the VIX trade in the morning.” 
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Short term market bulls can take heart in the fact that there is a bearish 
divergence in the 1-year daily stochastic. The first paragraph references a 
pennant; it has not yet busted through to the upside. (Continued on P.5.) 
 
The 1-year daily VIX chart:  
 

 
 
Conversely, the stock market bears can feel some sense of confirmation in the 
fact that the VIX remained divergent to the stock market through the last few 
hundred Dow points.  
 
As well, the VIX chart is “bowling,” (turning upward), while smoothly slithering 
under the 200-day moving average. The VIX will rocket through the 200-day MA 
and leave the public trapped. The upshot is that premiums of all stripes are 
going to be somewhat more expensive and elusive. 
 
Just recall 2007 – 2008, and my oft-reiterated view that Dow 11,200 represented 
the approximate price level at which the public was in the market.  
 
The upshot there was that 11,200 would represent support, before later 
becoming serious overhead resistance.  
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And so it is, and it is not time to lose perspective due to the influence of 
sentiment, including its favourable “snapshot” of sundry factors, as at any peak. 
 
Back to VIX trading, I still believe that the VIX will remain in the “in-between 
area” just above 20, thereby stumping everybody, bulls and bears both, by not 
breaking 20.  
 
(I created the “in-between level” concept in my mind when I noted the repeated 
occurrence of that area in charts, and within the context of my mentor’s 
comment to me over 25 years ago that, “The market exists to screw most of the 
people, most of the time.”)  
 
After all, in this case, after the market got blasted in May, a major analyst said 
on CNBS that it is good to use the VIX as part of one’s portfolio to manage risk 
these days, and that one should not get into it until the VIX was under 20.  
 
I noted that indicator.  
 
PRECIOUS METALS 
 
As with the Nikkei section above, the following is in the context of the entire 
September 5, 2010 report. Therefore, there are no excerpts here either. 
 
I’ll sum up with the following: 
 
Gold is in a very strong upward pattern that is consistent with an acceleration, 
within in a greater 5th wave, en route to $3500. For this reason I have 
maintained that one must hold 50% of all liquid wealth in gold (since gold $500 
25%-50% since $285). 
 
Any delay is due to yet another correction that has been disguised as an 
uptrend.  
 
So strong is gold’s uptrend that $1200 is support. Imagine, investors who don’t 
own gold have to hope for gold $1200. SKGS been in since $285, and I still don’t 
see any froth in the market. Far from it. But… 
 
As with rumblings pre-volcano, there is more fearful preparedness to give up the 
ghost on deeper corrections and panic into the market. It is important to 
remember that, during a wave-3 advance, most of the people are right (until it 
ends with excessive ebullience). 
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So, the incredible strength of yet another upward correction, which is even 
stronger than past ones, represents the rumblings of the panic that ignites the 
accelerations that follow in any Wave-3. 
 
My report, GOLD 1500 was followed by shorter termer commentary that a 
wave-c was yet to complete, with a decline of $100 - $150 from $1,150 
(preferred), or $1,250 at the outside (25% -30% probability in my mind then).  
 
Obviously, the supports are higher throughout the precious-metals complex. 
Gold’s support is now $1200.   
 
Silver’s supports have been raised, with the breakout to multi-decade highs 
(chart not shown). It too will decline with the stock market…at first. 
 
Likewise, the Philly Gold and Silver Index (XAU) has been dragged by the metals 
to higher levels than what I had expected it would fall from, to complete its own 
wave-c correction.  
 
Therefore, my contemplated support levels are higher, though I still expect it to 
be made during the Dow debacle. Note please that I write “during.”  
 
The daily 1-year gold chart follows on the next page, preceding the 
daily 1-year XAU chart. 
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XAU 
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Despite the metals’ strength and the fact that the XAU mirrors silver, this index 
has been pressured by a lesser preference for stocks.  
 
Hence, in this case, the performance has been to “only” test the 2008 all-time 
highs (not shown).  
 
Still, while not the same breakout as the underlying precious metals, the XAU has 
made new yearly highs over 200, as evidenced by the chart at the bottom of the 
preceding page.  

 
DOLLAR/YEN 
 
August 1, 2010 
“Thereafter and further coupled with the comments in the JAPAN 
section, as forewarned, please note that I hereby officially recommend 
taking massive profits (presently under 82) in what I had called the 
“best fiat currency in the world for capital appreciation.” 
 
“Based on 116.50 and 81.61 Dollar/Yen (presently 81.61), the gain 
equals 30%!” 
 
The 1-year daily Yen chart follows here. 
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As evidenced by the 1-year daily Yen chart immediately above, the Yen then 
dropped sharply, from 83 to 86 Yen/Dollar! This quarter is about trend changes, 
so bottoms could proximate re-tests that don’t mean anything. Except for 
sentiment. 
 
Like every year, the trends of the pursuant year are being planted in the 4th 
quarter, during which time there are two very key considerations: 
 
The SAFEST way to play these markets is via long/short plays, where risk is 
defined and, preferably, where there is an attendant leverage so as to 
strategically allow for equity investment at a fraction of ordinary levels. 
 
Get ready. This Sid’s annual, “Hedge fund manager’s on-alert call.” 

 
ASSET ALLOCATION 
 
The SKGS asset allocation model remains unchanged (as it will for some time): 
 
50% gold, with 25% Swiss Franc, and 25% US Dollar. 
 
Since 2002, SKGS has provided the best risk/adjusted (currency, fiat or hard) 
returns, accompanied by very infrequent adjustments.  
 
When it comes to asset allocation, this is just the way one likes it. The concern is 
one’s basic wealth, which one seeks to manage conservatively within a 
framework of lesser volatility and consistent growth.  
 
The latter is aided by having the best currency denominations for the sundry 
investments in one’s portfolio.   
  
Sid Klein 
 
LEGAL NOTICE:  This market letter is the work product and intellectual property of Mr. Sidney Klein.  It 
arises out of his training and profession as an international expert on financial equities.  It is a private 
correspondence from Mr. Klein to his subscribers.  Any person who copies or otherwise disseminates this 
letter becomes subject to international criminal and/or civil prosecution under the Universal Copyright 
Convention and the Berne Convention for the Protection of Literary and Artistic Works.  Nearly all countries 
in the world have signed both of these Conventions and have pledged to enforce them through their own 
legal systems.  In addition, Interpol may be called upon to assist in the international enforcement of these 
Conventions through its processes of arrest and extradition.  If you are the recipient of a copy of this 
market letter, whether through the internet or by facsimile, you should immediately report to Mr. Klein the 
name of the person or entity that sent it to you.  Send your email to sidklein@sidklein.com. 
 
DISCLAIMER:  This market letter is intended to assist in the dissemination of information to private 
subscribers.  The information contained herein represents Mr. Klein’s best efforts in good faith to advance 
knowledge to his clientele, but there can be no implied guarantee as to its accuracy or completeness.  The 
information is given as of the date appearing on this market letter, and Mr. Klein assumes no obligation to 
update the information or advise on further developments relating to the information provided herein.  No 
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solicitation to buy or sell securities is intended, and none should be inferred.  Investments are inherently 
risky, but investment risk itself is a function of individual preferences.  Thus any opinions, 
recommendations, or judgments expressed in this market letter are of necessity abstract and general.  They 
must be modified, accepted, or rejected by individual subscriber/investors whose risk averseness cannot be 
known to Mr. Klein.  


